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KEY ECONOMIC INDICATORS 


1/ Percent 
1976— Change 


INCOME , PRODUCTIONZ’ 


GDP at constant 1970 prices 

(soles billion) 319.7 
GDP at current prices 

($ million) 12,485 
GDP at current prices 

(soles billion) 17062. 1 
Per-capita GDP at constant 

1970 prices (soles) 19,546 
Industrial production index 

1973=100.01/ 116.2 
Unemployment Rate (%-end of year) 6 


MONEY AND PRICES 


Money supply (M, year-end’soles 
billion 
Commercial bank interest rate 
(prime) (year-end) 
Central Bank discount rate 
(commercial loans) (year-end) 
Consumer price index 1973=100.0 
metropolitan Lima/annual 
average 266.27 


BALANCE OF PAYMENTS AND TRADE ($ million) 


Net international reserve 

position (year-end) -1,101 -1,019 
Total external debt (year-end) 8,330 8,864 
Annual debt service 618 892 
Net basic balance -252 230 
Balance of trade -438 340 
Total exports, FOB L5426 1,941 

U.S. share (%) 29.9 34.0 
Total imports, FOB -2,164 -1,600.5 

U.S. share (%) 28.7 38.0 


Main imports from the U.S. in 1977 (FOB, $ million): 

Machinery and mechanical appliances and parts: 116; cereals 
(largely wheat): 83; motor vehicles, tractors and parts: 47; 
animal and vegetable fats and oils and derivatives: 30; organic 
chemicals: 29. 


, Preliminary figures. 

— Dollar figures for 1977 and 1978 were obtained using average 
exchange rates during the period; respectively S/.84.27 = $l 
and S/.156.74 = $1. The value of the sol as of 3/19/79 was 
S/.208.7 = $1. 





SUMMARY 


The Peruvian economic situation has improved significantly since 
the low point of the financial crisis in mid-1978, although the 
domestic economy remains depressed and continued efforts are 
needed to restore economic equilibrium. The brighter economic 
picture is primarily a result of several policy mea- 

sures which were taken by the Peruvian government since 

May of last year. A tight financial program was implemented by 
the economic team, which included a $300 million International 
Monetary Fund Stand-By and Compensatory Finance Loan. In late 
October the Minister of Economy and Finance detailed the Economic 
Plan for 1978-80. Finally, the Peruvian government negotiated 
debt relief of nearly $2 billion. The Peruvian economy was 
characterized in 1978 by falling production in many econom- 

ic sectors, a drop in investment, declining real wages, increased 
unemployment, and high inflation. But government policy actions 
resulted in significant improvements in the areas of money and 
credit, government finances, balance of payments, and foreign 
exchange. Further improvements in most of these economic as- 
pects and continued compliance with the IMF Stand-By are likely 
in 1979. Although economic growth will not be strong in 1979, 
the opportunities for American exporters have improved. The 
Peruvian government has liberalized import financing require- 
ments, the foreign exchange shortage has eased significantly, 
and a 12 percent increase in import value is projected for 1979. 
In addition, debt rescheduling and good prospects for Peruvian 
exporters in the near future will provide more foreign exchange 
to purchase imports. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Introduction 


During the first half of 1978, Peru experienced an extreme 
foreign exchange shortage and as a result, accumulated payment 
arrearages. After a period of indecision, in May 1978 the gov- 
ernment implemented austerity measures, replaced key members of 
the economic team, and secured emergency financing. Since mid- 
year the Peruvian economic team, headed by Minister of Economy 
and Finance Silva Ruete and Central Bank President Moreyra, has 
implemented an economic program consisting of three major parts: 
a financial program, including a $300 million IMF Stand-By and 
Compensatory Finance Loan; an Economic Plan for 1979-1980; and 
debt rescheduling. The objectives of the Peruvian stabilization 
program are to revive production in key sectors, restore balance 
of payments equilibrium, and lower the inflation rate. 





Financial Program 


The keystone of the Peruvian financial program is fiscal 
restraint, including significant cutbacks in public spending and 
deficit financing by the Central Bank. Under the conditions of 
the IMF Stand-By, Peru is subject to ceilings on the amount of 
domestic credit from the banking system to the public sector and 
the net domestic assets of the Central Bank. 


The Peruvian central government ended 1978 with a domestically- 
financed budget deficit of S/.67.7 billion, a large improvement 
over the S/.100 billion which had been projected when the finan- 
cial team took office. The growth of total net internal credit 
slowed markedly in 1978, falling from 57 percent in 1977 to only 
20.6 percent in 1978. The rate of expansion of credit to the 
public sector dropped from 63.5 percent in 1977 to only 32.5 
percent in 1978. The growth of credit to the private sector in- 
creased somewhat in nominal terms, rising from 26.2 percent in 
1977 to 30 percent in 1978. Given Peru's 73.7 percent rate of 
inflation in 1978 (December 78 over December 77), these nominal 
rates of increase imply a tight credit squeeze in real terms. 
The 1979 central government budget is austere with a significant 
increase in tax revenue, a decline in current expenditures, including 
a 36 percent real cut in defense spending. If the budget guide- 
lines are followed, the share of the overall budget deficit in 
GDP will fall from 5 percent last year to 1.5 percent in 1979. 
Economic officials predict a 1979 domestic financing require- 
ment of S/.86 billion for the budget, which is within the credit 
ceilings set by the IMF Stand-By and represents a real decline 
of 16 percent compared to the 1978 budget. The Peruvian govern- 
ment complied with the IMF targets established for November 15 
and shortly thereafter drew down the second tranche of the 
Stand-By Loan. On February 12, 1979, Peru made a third drawdown 
of $25.8 million. Peruvian economic performance in 1978 bet- 
tered the goals set by the IMF and it is likely that the next 
IMF checkpoint on March 31, 1979, will be passed with ease. 


Economic Program 1978-80 


On October 29, the Minister of Economy and Finance, Javier Silva 
Ruete, outlined the objectives of the Government's economic program 
for 1978-80. The six major goals are: promotion of production in 
the priority sectors of agriculture, energy, mining, and export 
industries; a significant increase in traditional and nontradi- 
tional exports; a reduction in the inflation rate; a lower rate 

of unemployment and underemployment; a reduction of future exter- 
nal indebtedness relative to gross domestic product and improve- 
ment in debt structure; and an increase in reserves to a level 
compatible with national development. Silva's speech emphasized 
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specific goals in the financial area and an improvement in 

tax administration, including a serious program to combat tax 
evasion. He explained that the new Peruvian investment strategy 
will encourage labor-intensive investment, projects with quick 
returns, small and medium sized enterprises, and foreign invest- 
ment in priority areas when justified by the magnitude of finan- 
cing or technology (and complying with existing laws, including 
Andean Pact commitments). 


Debt Rescheduling 


As a result of large increases in international borrowings 

during 1973-76, Peru's total external debt reached $8.9 billion 

at the end of 1978. This included $6.7 billion in medium- and 
long-term debt and $2.2 billion in short-term debt. The public 
sector accounts for about 80 percent of the medium- and long- 

term debt. The size and maturity structure of the debt, which 

would have led to onerous debt service payments in 1979 and 

1980, made a rescheduling of debt payments necessary. During 

Paris Club meetings on November 2 and 3, Peru and its major creditor 
nations established the framework for rescheduling the debt falling 
due in 1979 and 1980 which is owed to or guaranteed by other govern- 
ments. This debt totaled $588 million. Peru also negotiated an 
agreement with the commercial banks to reschedule the $709 million in 
debt to them which falls due in 1979 and 1980. 


If the debt rescheduling provided by the Soviet Union, other 
socialist countries, and the Latin American countries and the 
resources from the IMF Stand-By are also considered, the total 
amount of financial relief negotiated by the Peruvian govern- 
ment for 1978-80 totals nearly $2 billion. As a result, the 
debt service ratio (the ratio of debt service payments to ex- 
port receipts) will be reduced from a projected 58 percent in 
1979 to 34 percent and from 47 percent in 1980 to 24 percent. 
The debt service ratio for 1978 was approximately 46 percent. 


Inflation 


Although the rate of increase in the Lima consumer price index 
(CPI) slowed during the last quarter of 1978, the December 78 
over December 77 rise was 73.7 percent compared to a 32.4 per- 
cent increase December 77 over December 76. The annual average 
price increase of 1978 over 1977 is 57.8 percent compared to 38 
percent for 1977 over 1976. The principal reasons for the ac- 
celeration in the rate of inflation in 1978 were the removal of 
most subsidies on many commodities, the depreciation of the sol, 
and the lifting of most price controls. The food and beverages 
component of the index showed the largest increase, rising by 
77.7 percent December 78 over December 77. 
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The goal of the Peruvian government is to hold 1979 inflation 
to an increase of 40 percent December over December. How- 
ever, in January and February the non-seasonally adjusted CPI 
recorded increases over the previous month of 5.75 and 5.24, 
respectively. In both months, food prices led the rise pri- 
marily because of government decreed price hikes, The govern- 
ment's decision to increase gasoline prices at the beginning of 
the year was also a factor. February was the fifth consecutive 
month of a year-over-year increase of over 70 percent. The 
government's policies of removing subsidies is likely to con- 
tinue to add to inflationary pressures, especially during the 
first half of the year. 


Money Supply 


While it is not clear that the Peruvian government will be able 
to achieve the 1979 inflation goal, the slowdown in the real 
growth of the money supply during 1978 should help dampen in- 
flationary pressures in 1979. The 1978 growth rate for M3 (the 
broadest definition of money supply in the Central Bank's sta- 
tistics) was 53 percent compared to an inflation rate 

(December over December) of 73.7 percent. In 1977 the growth 
of liquidity (30 percent) kept pace with inflation (32.4 
percent). 


The government raised interest rates several times during the 
year, attempting to reach real, positive rates, in order to tap 
national savings to a greater extent and lower the velocity of 
circulation. The interest rate for savings deposits at commer- 
cial banks rose from 11.5 percent at the end of 1977 to 29 per- 
cent at the end of 1978. Preliminary data for the second half 
of the year does show a higher growth for time deposits in 
banks and other financial institutions. 


GDP Performance 


For the second consecutive year, Peru experienced a decline in 
aggregate economic output. Preliminary figures show that gross 
domestic product (GDP) declined by 1.8 percent in 1978, compared 
to a 1.2 percent fall in 1977. The decline in GDP is primarily 
explained by weak domestic demand for consumption and invest- 
ment goods arising from the drop in real income and the con- 
traction of money and credit in real terms. The table below 
shows real sectoral growth rates 1976-1978 and the Peruvian 
government's official projection for 1979. 
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PERCENT CHANGE IN REAL GROSS DOMESTIC PRODUCT 
(constant 1970 prices) 


Projected 
1976 1978* 1979 


Agriculture 2«@ 
Fishing 

Mining 

Manufacturing 

Construction 

Government 

Others 

Gross Domestic Product 

SOURCE: Central Reserve Bank 

*Preliminary 


Agricultural production continued to be severely affected by the 
drought in the northern coastal area with output down almost 1 percent 
relative to 1977. The lack of rainfall had the biggest impact on rice, 
corn, sugar, and wheat production. Sugar production dropped 7 percent 
in 1978 compared to the 1977 level, the fourth consecutive year of 
declining output. Rice production fell by 37 percent in 1978 relative 
to 1977. Poultry production also declined because of the loss in 
consumer purchasing power during the economic recession. On the other 
hand, the important agricultural export products of coffee and cotton 
showed slight increases in output in 1978 relative to 1977 levels. 
Although the government is projecting a 2.6 percent rate of growth in 
agricultural production in 1979, improvement is likely to be limited 
by lack of relief from the drought, rising input costs, and a drop 

in the availability of agricultural credit in real terms. 


Growth in mining production slowed compared to 1977. Most of the in- 
crease was owing to expansion in the petroleum sector where production 
rose 67 percent, from 33 million barrels in 1977 to 55 million barrels 

in 1978, enabling Peru to become a net petroleum exporter. The large 
increase was primarily a result of the completion of the northern 

pipeline which permitted the larger collection of crude. According 

to a recent speech by the Minister of Energy and Mines, in 1979 petro- 
leum production will increase from 151 thousand barrels per day in 1978 to 
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193 thousand barrels per day owing to larger flows from the 
jungle. The value of copper production rose by 12 percent in 
1978 primarily owing to increased volume. Silver and lead pro- 
duction showed a slight increase in value in 1978, while the 
value of zinc and iron production fell. Recent rises in the 
prices of several important minerals, including copper, petro- 
leum, zinc, and silver should significantly increase revenue 
from the mining sector in 1979. 


Manufacturing output for 1978 dropped 3 percent compared to 1977. 
Food and beverages production, which makes up more than a quar- 
ter of the manufacturing sector, showed the largest decline. 

The chief factors which have adversely affected manufacturing 
are low demand, difficulties in obtaining supplies of basic 
materials, and the lack of credit and working capital. 


The Government is projecting a 1 percent real growth in GDP during 
1979, to be attained primarily by halting the decline in economic 
activity in the manufacturing and construction sectors and rais- 
ing the value of agricultural production. 


Investment 


According to official estimates real gross fixed capital forma- 
tion (expressed in 1970 soles) fell 12 percent in 1978 compared 
to the 1977 level. Preliminary figures also indicate that the 
share of gross domestic investment in GDP fell to 14.6 percent, 
the third consecutive year of decline. Private investment ac- 
counted for 8.7 percent of GDP, also a lower share than in re- 
cent years. Investment in 1978 was adversely affected by the 
depressed economic situation, political uncertainty, and under- 
utilized capacity in most industries. A slight improvement is 
expected in 1979, particularly in the priority sectors desig- 
nated by the government. 


Industrial Production 


The index of the physical volume of industrial production fell 
from an average level of 116.2 in 1977 to 113.8 in 1978, a drop 
of about 3 percent. However, after declining throughout the 
year, the fourth quarter showed an upturn of about 9 percent when 
compared to the previous quarter. The index showed a 6.4 percent 
decline in 1977 relative to 1976. 


Employment and Wages 


According to the National Office of Statistics, the index for 
the purchasing power of wages (1973=100) for white collar work- 
ers fell from 65.1 at the end of 1977 to 48.4 at year-end 1978, 
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a decrease of about 26 percent, The index for blue collar 
workers dropped from 72.2 to 57.7 during the same time period, a 
decline of 20 percent. This index primarily covers workers in 
metropolitan Lima. Peruvian workers have sustained losses in 
purchasing power in recent years, but the decline was especially 
sharp in 1978 because the wage increases implemented by the gov- 
ernment did not keep pace with the high inflation rate. Ministry 
of Labor figures indicate that at the end of 1978 the unemploy- 
ment rate was 7.2 percent, a 20 percent increase from the 1977 
level. The rate of underemployment reached about 47 percent of 
the labor force in mid-1977, the latest figures available. 
Underemployment refers to persons earning less than the minimum 
wage or working less than 35 hours a week and wishing to work 
more. 


External Sector and Foreign Exchange 


A bright spot in Peru's economic scene in 1978 was the signifi- 
cant improvement in the balance of payments. Preliminary figures 
indicate that Peru ended the year with a trade surplus of approxi- 
mately $340 million, the first positive trade balance recorded 
since 1973. Relative to 1977, export receipts increased by 12 
percent and total import payments dropped by 28 percent. Export 
products with the largest increases in value were petroleum and 
petroleum products which rose from $50 million in 1977 to $180 
million in 1978 and silver which rose by 20 percent. The value 
of copper exports increased by only 4 percent. Nontraditional 
exports rose from $237 million in 1977 to $354 million in 1978. 
The sharp contraction in import payments was a result of the 
economic recession, lack of import financing, depreciation of 
the sol, and increased tariff rates. 


Net long-term capital flows fell to about $420 million, a drop 
of about $250 million from the 1977 level. The decline is ex- 
plained by a 15 percent drop in official loans and a significant 
increase in amortization payments. The net basic balance re- 
corded a surplus of $229.5 million in 1978 compared to a deficit 
of $252 million in 1977. The improvement in the balance of pay- 
ments halted the decline in net international reserves which 
began in 1975. At the end of 1978 the net international re- 
serves of the Central Bank were negative $592 million compared 
to negative $644 million in September 1978. 


The outlook for the 1979 external accounts is very favorable. 
The government is projecting that exports will total $2,375 
million, a 22 percent increase from the 1978 level based on a 
doubling of petroleum exports and higher metals prices. Imports 
are forecast to rise 12 percent to reach nearly $1,800 million. 
The official projection is a 1979 trade surplus of about $575 
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million, but the actual figure is likely to be higher. [In 

spite of a further decrease in net long-term capital flows, 
Peruvian government officials expect that the surplus on the net 
basic balance will rise about 66 percent above the 1978 level. 


The official value of the sol fell from S/.130.38 = $1 at the 

end of 1977 to S/.196.68 = $1 at the end of 1978, a depreciation 
of about 51 percent against the dollar. The Central Bank is 
forecasting an exchange rate of S/.225 = $1 for the end of June 
and S/.250 = $1 by the end of 1979. The acute foreign exchange 
shortage which characterized the first half of 1978 has been 
considerably eased. Most arrearages on private sector foreign 
exchange debts have been settled and Peruvian importers are find- 
ing it easier to obtain financing and open up letters of credit. 
The easing of the foreign exchange crisis has also permitted the 
Peruvian government to liberalize import financing requirements and 
officials are taking the first steps to encourage more imports in 1979 
in order to revive production, Inan attempt to minimize the risk 

in importing, the Central Bank is also announcing what the offi- 
cial buying rate for the sol will be two months in advance. The 
rates established for March and April are, respectively, 

S/.210.84 = $1 and S/.215.67 = $1. The aim of this new policy 

is also to discourage speculation and lower inflationary 
expectations. 


IMPLICATIONS FOR THE UNITED STATES 


Import Prospects 


As a result of the economic recession, Peruvian imports declined 
by 28 percent in 1978 relative to 1977. Nevertheless, the U.S. 
share in the market increased, rising to 38 percent in 1978 com- 
pared to 29 percent the previous year. The improved U.S. posi- 
tion was largely a result of expanded imports of foodstuffs. The 
principal Peruvian imports from the U.S. include machinery, mech- 
anical applicances and parts, wheat, vegetable oils, and 
chemicals. 


Although economic growth in Peru is not likely to be strong in 
1979, the import picture will be brighter. The Peruvian govern- 
ment predicts a 12 percent rise in import value this year. If 
the U.S. maintains the increased share of the market recorded in 
1978, this would mean about $680 million in Peruvian imports 
from the U.S. this year compared to about $620 million last year. 
In addition, the Peruvian government is undertaking several ac- 
tions in order to encourage imports. The government has estab- 
lished the legal framework to reduce substantially the number of 
products which currently may not be imported. The actual impact 
of this measure will not be clear until implementation begins. 
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The importation of consumer goods is also likely to be 
liberalized. The government is encouraging capital investment 
to expand production, particularly in export-oriented industries. 
In order to facilitate trading transactions the government has 
reduced import financing requirements and is likely to elimi- 
nate them altogether by the end of the year. The severe short- 
age of foreign exchange that restricted imports in 1978 is no 
longer a serious problem. The main impediment to new acquisi- 
tions abroad is the tight liquidity situation of most private 
sector firms, the increased cost of financing in local currency, 
and the austerity program imposed on the public sector. The 
government has placed top priority on energy, mining, export- 
oriented industries, and agriculture and agro-industry. U.S. 
manufacturers of equipment used by these sectors have the best 
prospects for immediate sales to Peru in the year ahead. 


Trade Fair 


The major commercial event of 1979 will be the U.S. participation 
in the Eleventh International Fair of the Pacific (November 16- 
27), the largest and most prestigious industrial exhibition on 
the west coast of South America. The USA Pavilion will feature 
a full range of capital goods and be under the administration of 
a professional manager provided by the U.S. Department of Com- 
merce. Simultaneously the Embassy will organize the group par- 
ticipation of American firms in TECNOFOREST, a specialized fair 
for the forestry and woodworking industry, the first of its kind 
to be held in Latin America. U.S. firms interested in exhibit- 
ing in the USA Pavilion or at TECNOFOREST should write the 
Commercial Attaché, American Embassy, Apartado 1995, Lima 100, 
Peru. 


* U. S. GOVERNMENT PRINTING OFFICE: 1979—281-058/95 
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